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Finance Minister Paul Martin today launched the consultation process for the 1995 budget 
with a renewed commitment to take the action required to achieve the government's deficit 
reduction targets. . 


Describing Canada's deficit and debt burden as "unsustainable", Mr. Martin told the House of 
Commons Finance Committee that addressing the fiscal challenge is "the keystone of 
responsible economic policy." 


"The fact is we won't get the quality of growth we need to generate the jobs we want until we 
gain control of the debt," he said in updating the economic and fiscal situation and releasing a 
document entitled, Creating a Healthy Fiscal Climate. 


The update follows by one day the Minister's release of a companion paper -- A New 
Framework for Economic Policy -- which outlines a comprehensive strategy to create more 
and better jobs by fostering stronger economic growth. In updating the economic and fiscal 
situation, the Minister told the Committee that: 


. The economy has been stronger than expected, but so far the fiscal benefits have been 
more than offset by higher than expected interest rates. 


Nevertheless, the government is still on track to meet its 1994-95 deficit target of no 
more than $39.7 billion. 


° The impact of higher interest rates on debt charges means that further action is 
required to meet the 1995-96 deficit target of $32.7 billion and the interim target of 3 
per cent of Gross Domestic Product (GDP) in 1996-97. 
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The Minister said it is essential to use prudent economic assumptions -- particularly with 
respect to interest rates, which have been volatile -- for fiscal planning purposes, "because for 
a country like ours, with the debt that we have, the price of being wrong is simply too high." 


* Based on the average of private sector economic forecasts, the needed action would 
total $2.3 billion in 1995-96 and $5 billion in 1996-97. 


° Under a more prudent set of economic assumptions which use an interest rate forecast 
half a percentage point higher than the private sector average forecast, deficit reduction 
actions of $3.1 billion in 1995-96 and $6.3 billion in 1996-97 would be required; 


° To further illustrate the sensitivity of the fiscal outlook to the economic assumptions: If 
interest rates were assumed a full percentage point higher, and nominal income growth 
one-half a percentage point lower than the private sector average, the required actions 
could be as high as $4.7 billion in 1995-96 and $9 billion in 1996-97. 


Although the ultimate goal is to eliminate the deficit, the Minister underlined the importance 
of the 3 per cent interim target: "It is a target that hasn't been met since 1974-75, two decades 
ago... The 3-per-cent target means that we will cut the deficit in half as a proportion of our 
economy -- down from 6 per cent in only three years. 


"It is a target we will meet, come hell or high water," the Minister told the committee, adding 
that it will mean that "we will reach a turning point... The growth in the debt will be brought 
down below the growth in the economy." 


As a result, the public debt will fall in relation to the size of the economy -- the debt-to-GDP 
ratio -- for only the second time since 1974-75. 


Noting that virtually the entire annual deficit is now equal to the amount of interest on the 
public debt, the Minister said debt charges are expected to rise by $6.3 billion in 1994-95 -- 
$3.3 billion from the higher than expected interest rates and $3 billion from compound 
interest on the outstanding debt. 


The Minister emphasized the need for direct deficit-cutting action to break the vicious cycle of 
growing debt fuelled by growing interest costs. 


Mr. Martin set out a number of principles that will guide the government in the choices to be 
made in the 1995 budget: 


° Deficit reduction is an integral part of the jobs and growth strategy. 


° Fairness is paramount -- the most vulnerable in society will not be left behind. 
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° Deficit reduction measures must be selective and strategic, reflecting clear priorities. 

° Budgetary actions should weigh on the side of cuts in expenditures. 

° Economic assumptions be prudent, to heighten confidence that the deficit targets will 
be achieved. 

° The best time to act is now, when the economy is growing. The recovery will not be 
wasted. 


The Minister emphasized the need for frugality -- treating tax dollars with respect. 


As background for the consultation process, the fiscal update document provides an 
accounting by program of government spending, together with a detailed description of the 
sources of government revenues. 


The Minister noted that the Finance Committee will be playing a central role in the pre-budget 
consultations, travelling across the country to hear from Canadians in all sectors of the 
economy and society. 


"It is important to ask the people that appear before you to make hard choices...If they are 
asking to be shielded from cuts, ask them who they believe should pick up the difference." 


A budget workbook, prepared by the Canadian Foundation for Economic Education, will be 
available shortly. It will enable individuals and groups to submit written responses on a 
number of budget-related issues and questions to the Minister. 


The Finance Committee has been asked to focus on three core questions: 


° What is the appropriate basis to select the planning assumptions, including both the 
economic assumptions and the size of the contingency reserve? 


° What is the appropriate balance between expenditure and revenue actions? 

° Which specific expenditure and revenue options are most appropriate to pursue? 

The Minister also suggested that views could be canvassed on a number of other issues 
including: what should be the priority areas for spending cuts; for which government services 


should people pay a larger share of the cost; and what should be done to define the role of 
each level of government more clearly to address the issue of overlap in services. 


4 
Mr. Martin told the committee: "There are few people who look good in the harsh light of 
Canada's fiscal history. Not the people who argued for cuts but always said ‘not in my 
backyard’. And not the governments who, year after year, decade after decade, took the easy 
way out -- pushing the day of hard decision ahead." 


Copies of consultation documents will be available from the Distribution Centre, Department 
of Finance, Ottawa, K1A 0GS5, telephone (613) 995-2855, facsimile (613) 996-0518. 


For further information: 


Nathalie Gauthier 
Press Attaché to the Minister 
(613) 996-7861 
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